REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE PROVINCIAL 

LEGISLATURE AND COUNCIL ON THE FINANCIAL STATEMENTS AND PERFORMANCE 

INFORMATION OF //KHARA HAIS LOCAL MUNICIPALITY FOR THE YEAR ENDED 

30 JUNE 2009 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I have audited the accompanying financial statements of the //Khara Hais Local Municipality 
which comprise the statement of financial position as at 30 June 2009, the statement of 
financial performance, the statement of changes in net assets, the cash flow statement for 
the year then ended and a summary of significant accounting policies and other 
explanatory notes, as set out on pages [xx] to [xx]. 

The accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with the Generally Recognised Accounting Practice 
(GRAP) reporting framework and in the manner required by the Local Government: 
Municipal Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA) and for such 
internal control as the accounting officer determines is necessary to enable the preparation 
of financial statements that are free from material misstatement, whether due to fraud or 
error. 

The Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 read 
with section 4 of the Public Audit Act, 2004 (Act No. 25 of 2004) (PAA), my responsibility is 
to express an opinion on these financial statements based on my audit. 

4. I conducted my audit in accordance with the International Standards on Auditing read with 
General Notice 616 of 2008, issued in Government Gazette No. 31057 of 15 May 2008. 
Those standards require that I comply with ethical requirements and plan and perform the 
audit to obtain reasonable assurance about wrtiether the financial statements are free from 
material misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor's 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity’s preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity's internal control. An audit also includes evaluating the appropriateness of accounting 
policies used and the reasonableness of accounting estimates made by management, as 
well as evaluating the overall presentation of the financial statements. 

6. Paragraph 1 1 ef seq. of the Statement of Generally Recognised Accounting Practice, 

GRAP 1 Presentation of Financial Statements requires that financial reporting by entities 
shall provide information on whether resources were obtained and used in accordance with 
the legally adopted budget. As the budget reporting standard is not effective for this 
financial year, I have determined that my audit of any disclosures made by the //Khara Hais 
Local Municipality in this respect wll be limited to reporting on non-compliance with this 
disclosure requirement. 

7. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my audit opinion. 
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Basis for qualified opinion 

Property, plant and equipment 

8. I was unabie to obtain sufficient appropriate audit evidence to confirm the existence, rights, 
and completeness of property, plant and equipment to the value of R21 3 923 785 (2008: 
R200 657 821), as disclosed In the statement of financial position and the related detailed 
disclosure in note 9 to the financial statements as a result of the following: 

• The existence of property, plant and equipment could not be confirmed due to the 
absence of information on the identification and location of the assets in the asset 
register. The municipality’s records did not permit the use of alternative procedures. 

• The completeness of property, plant and equipment could not be confirmed as several 
assets could not be traced to the asset register. Owing to these weaknesses in the asset 
register, the municipality's records did not permit the use of alternative procedures. 

9. Depreciation and accumulated depreciation on community assets (community facilities) 
were understated and consequently community assets were overstated as a result of these 
assets not being depreciated. This misstatement could not be quantified as uncertainty 
existed regarding which portion of the assets should be classified as land and which are 
buildings. 

10. Property, plant and equipment was understated by R12 130 593 and depreciation was 
understated by R484 958 as a result of recreational facilities having been depreciated over 
five years instead of over 20 - 30 years according to the accounting policy. This has also 
resulted in accumulated depreciation being overstated and consequently the accumulated 
surplus being understated by R12 616 551. 

1 1 . Assets were understated and expenditure was overstated by an amount of 

R2 207 508 as a result of assets purchased which were expensed and not capitalised. 

Creditors 

12. The completeness of retention creditors disclosed as R1 941 677 in note 5 to the financial 
statements could not be confirmed as a register of all capital projects and retention monies 
could not be provided. 

Intangible assets 

13. Intangible assets in the financial statements were understated by an unquantifiable amount 
as a result of the financial system which was not reflected in the financial statements. 

Employee benefits 

14. The municipality provides retirement benefits for its officials and councillors as per the 
accounting policy: however, the municipality did not account for the expected costs of these 
benefits in accordance with the South African Statement of Generally Accepted Accounting 
Practice, International Accounting Standard (IAS) 19 Employee Benefits. In terms of IAS 19, 
all post-employment benefit plans are defined as benefit plans and these plans may be 
funded, partially funded or unfunded. The municipality should account for the obligation 
using the projected credit unit method to measure Its obligations and costs. In the absence 
of an actuarial valuation or any amounts disclosed. I could not perform alternative audit 
procedures to confirm the obligations, current service costs, interest costs and the 
accumulated actuarial gains/losses. 
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Provisions 


1 5. The completeness of provisions could not be confirmed as the municipality did not disclose 
the provision for the restoration of the municipality's landfill site in Upington. This provision 
is required in terms of GRAP19, Provisions. The financial effect of this omission could not 
be confirmed or verified by alternative means as a complete calculation was not done by 
management. 

1 6. Our auditor’s report on the financial statements for the year ended 30 June 2008 was 
modified as the municipality did not disclose a provision for restoration of the municipality's 
iandfiii site in Upington and the accompanying accounting policy. The value of the provision 
could not be quantified. 

Value-added tax (VAT) 

17. Our auditor’s report on the financial statements for the year ended 30 June 2008 was 
modified as the completeness and valuation of the VAT liability amounting to R1 847 502 
could not be confirmed or verified by alternative means due to the lack of supporting 
reconciliations and documentation. 

Expenditure 

18. The occurrence, completeness, accuracy and classification of expenditure amounting to 
R141 643 663 could not be confirmed as a result of the following: 

• Sufficient supporting documentation for expenses amounting to R7 61 6 61 9 could not be 
submitted for audit purposes. Alternative audit procedures could not be performed to 
mitigate this risk. 

• Sufficient supporting documentation could not be submitted for tenders allocated during 
the year and owing to the deficiencies noted with the tender register, no alternative 
procedures could be performed. 

Irregular expenditure 

1 9. The municipality has omitted to disclose irregular expenditure of R9 685 283 which was 
incurred in contravention of the supply chain management policy during the financial year. 
This is contrary to section 125(2)(d) of the MFMA, which requires disclosure of irregular 
expenditure in the annual financial statements. 

20. Payments amounting to R3 932 414 were made to a construction company who did not 
submit a valid Construction Industry Development Board (CIDB) certificate with their bid 
documentation . Although this matter was disclosed in note 29.9 to the financial statements, 
this note was amended due to the audit process. Due to shortcomings in the processes for 
the identification and recording of irregular expenditure, no assurance was obtained to 
confirm the completeness of disclosure of R3 932 414. No alternative procedures could be 
performed to confirm the completeness thereof. 

Commitments 

21 . Due to the lack of a complete register of contracts, the completeness of commitments 
amounting to R75 403 262 as disclosed In note 31 to the financial statements could not be 
confirmed. No alternative procedures could be performed to mitigate the risk. 

Cash flow statement 

22. 1 was unable to confirm the accuracy and completeness of the presentation and disclosure 
of the cash flow statement due to the following: 
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• The cash flow statement was prepared using the indirect method instead of the direct 
method as required in terms of GRAP 2, paragraph 16. 

• Interest earned from outstanding receivables reflected as R1 401 348 in the statement of 
financial performance was not Included in the cash flow statement and therefore cash 
generated from operating activities as disclosed in the cash flow statement is 
understated by this amount. 

Related parties 

23. Our auditor’s report on the financial statements for the year ended 30 June 2008 was 
modified as the completeness of transactions with related parties or association with related 
party transactions could not be confirmed. This was also not disclosed in the annual 
financial statements at year-end as required by section 1 24 of the MFMA and IAS 24 

(AC 126), Related party disclosures. 

Qualified opinion 

24. In my opinion, except for the effects of the matters described in the Basis for qualified 
opinion paragraphs, the financial statements present fairly, in all material respects, the 
financial position of the //Khara Hais Local Municipality as at 30 June 2009 and its financial 
performance and its cash flows for the year then ended, in accordance with the applicable 
reporting framework and in the manner required by the MFMA. 

Emphasis of matters 

I draw attention to the following matters that relate to my responsibilities in the audit of the 
financial statements: 

Restatement of corresponding figures 

25. As disclosed in notes 24 and 25 to the financial statements, the corresponding figures for 
the financial year ended 30 June 2008 have been restated as a result of errors discovered 
during 2009 in the financial statements of the //Khara Hais Local Municipality at, and for the 
year ended, 30 June 2008. 

Other matters 

I draw attention to the following matters that relate to my responsibilities in the audit of the 
financial statements: 

Construction of 915 low-cost houses in Upington 

A tender for the construction of 915 low-cost houses amounting to R53 036 902 was awarded 
during February/March 2009. Owing to the incomplete tender register and the unavailability of 
the tender specifications, certain audit procedures regarding the tender process could not be 
performed. 

The following matters of concern were noted during the audit process: 

• During a visit to the project it was observed that no houses were fully completed. 

Defects noted on the project included incorrect spacing of roof anchors, walls, door 
panels and window frames were skew, “back wash” on the inside walls of houses were 
substandard and unused building refuse/materia! was not removed from yards and 
streets. The consulting engineers indicated on the progress reports defects, such as 
incorrect foundation levels, cracks in the floor, bathroom wall not being straight, 
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bathroom window being too low, roof anchors too short and incorrect height of roof 
anchors. 

• Although payments were made for different levels of completion on certification by the 
consulting engineers, no retention vras deducted by the municipality. The municipality is 
thus at risk that defaults and poor workmanship as identified will not be corrected by the 
contractor. 

• The due date for the completion of the project is 20 January 2010 (project duration is 10 
months) according to the certificates issued by the consulting engineers. By 

20 November 2009 (eight months into the contract- 80%) only 197 foundations (22%), 
82 walls up to window pane level (9%), walls up to wall plate level (7%) and zero 
completed houses were certified. If the current progress of the project as well as all the 
work to be redone by the contractor is taken into consideration, the due date may not be 
achieved. 

Material inconsistencies In Information included in the annual report 

26. 1 have not obtained the other information included in the annual report and have not been 
able to identify any material inconsistencies with the financial statements. 

Unaudited supplementary schedules 

27. The municipality provided supplementary information in the financial statements on whether 
resources were obtained and used in accordance with the legally adopted budget, in 
accordance with GRAP 1 , Presentation of Financial Statements. The supplementary 
information set out on pages xx to xx Is presented as additional information and has not 
been audited. Accordingly I do not express an opinion thereon. 

Non-compliance with applicable legislation 

Municipal Finance Management Act 

28. Payments to suppliers totalling R6 01 1 090 were not made within 30 days of date of receipt 
of the relevant invoice or statement as prescribed by section 65(2)(e) of the Municipal 
Finance Management Act, 3003 (Act No. 56 of 2003) (MFMA) 

29. According to section 64(3) of the MFMA, the accounting officer must immediately inform the 
National Treasury of any payments due by an organ of state to the municipality in respect 
of municipal tax or for municipal services, if such payments are regularly in arrears for the 
period of more than 30 days. Numerous cases were identified during the audit where 
amounts have been outstanding for more than 120 days. 

30. The council did not table the annual report for the 2007-2008 within nine months after the 
2007-2008 financial year, thus before the end of March 2009 in terms of Section 121(1) of 
the MFMA. (Ex. 204) 

31. Contrary to section 8(2) of the MFMA it was noted that not all monies were received in the 
primary bank account as some money was received in an investment account. 

32. Particulars of the above non-compliance matters with the MFMA were not disclosed in the 
notes to the financial statements as required by section 125(2){e) of the act. 

Municipal Systems Act 

33. Proof that certain councillors disclosed their interests in entities as required by paragraph 
7(1) of the Code of Conduct for Councilors under the MSA that requires a councillor to 


5 



declare in writing the financial interest held by him/her, could not be submitted for audit 
purposes. 

34. Separate performance contracts were not entered into between the municipal manager and 
the mayor and managers directly accountable to the municipal manager as required by 
section 57 of the MSA. 

Governance framework 

35. The governance principles that impact the auditor’s opinion on the financial statements are 
related to the responsibilities and practices exercised by the accounting officer and 
executive management and are reflected in the internal control deficiencies and key 
governance responsibilities addressed below: 

Internal control deficiencies 

36. Section 62(1)(c)(i) of the MFMA states that the accounting officer must ensure that the 
municipality has and maintains effective, efficient and transparent systems of financial and 
risk management and internal control. The table below depicts the root causes that gave 
rise to the deficiencies in the system of internal control, which led to the qualified opinion. 
The root causes are categorised according to the five components of an effective system of 
internal control (the number listed per component can be followed with the legend below 
the table.) In some instances deficiencies exist in more than one interna! control 
component. 


Par. no. 

Basis for qualified opinion 

CE 

RA 

CA 

1C 

M 

8-11 

Prooertv. plant and equipment 

1 

1 

5 

3 

3 

12 

Creditors 

1 

1 

5 

3 

1 

13 

Intangible assets 

1 

1 

5 

3 

3 

14 

Employee benefits 

1 

3 

4 

3 

1 

15-16 

Provisions 

1 

3 

5 

1 

3 

17 

VAT 

1 

1 

5 

3 

3 

18 

Expenditure 

1 

EH 

5 

3 

1 

19-20 

Irregular expenditure 

1 

EH 

4 

3 

1 

21 

Commitments 

1 

2 

4 

1 

1 

22 

Cash flow statement 

1 

3 

4 

1 

1 

23 

Related parties 

1 

1 

5 

3 

1 




jiWH 

iiH 



Wijj 



1 

Management and staff are not assigned appropriate levels of authority and respcmsibility to facilitate control over tinancial 
reoortinq. 

■ 

Human resource oolides do not facilitate effective recruitment and Iraininq, disciplining and supervision of oersonnel. 


infpnritv and ethical values have not been devetooed and are not understood to set the standard for financial reporting. 

Di 

The accnuntino officer does not exercise oversiaht responsibililv over financial reporting and internal control. 

Bi 

Mananemenfs nhilosoohv and ooeralina stvie do not promote effective control over financial reporting. 

Bi 

Thp pntitv rtnR.s nnt have individuals compet&it in financial reoortina and related matters. 

B 



Management has not specified financial reporting objectives to enable the identification of risks to reliable financial 
recortina. 

■ 

The entity does not identify risks to the achievement of financial reporting objectives. 

BI 

The entity does not analyse the likelihood and impact of the risks identified. 

B 

The entity does not determine a risk strategy/action plan to manage identified risks. 

B 

ThR pntRntial for material misstatement due to fraud Is not considered. 

B 


There is inadeauate seareaation of duties to prevent fraudulent data and asset misappropriation. 

B 

General information technology controls have not been designed to maintain the integrity of the information system and the 
security of the data. 

2 
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Manual or automated controls are not designed to ensure that the transactions have occurred, are authorised, and are 
comoleteiv and accurateiv orocessed, 

3 

Artinn.s are not taken to address risks to the achievement of financial reportmo objectives. 

A 

Controi activities are not seiected and deveioped to miUqate risks over financial reportinq. 

b 

Policies and procedures related to financial reportinq are not establi^ied and communicated. 

b 

Realistic taroets are not set for financial performance measures, which are in turn not linked to an effective reward system. 
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iii 

Pertinent information is not identified and captured in a form and time frame to suroort financial reportinq. 

1 

Information reauired to implement internal contrd is not available to personnel to enable internal control responsibilities. 

2 

Communications do not enable and support the understanding awj execution of internal control processes and 
resoonsibilities by personnel. 

3 



Ongoing monitoring and supervision are rvit imdertaken to enable an assessment of the effectiveness of internal control 
over financial reportinq. 

1 

Neither reviews bv internal audit or the audit committee nor self -assessments are evident 

2 

internal control deficiencies are not identified and communicated in a timely manner to allow for corrective action to be 
taken. 

3 


Key governance responsibilities 

37. The MFMA tasks the accounting officer with a number of responsibilities concerning 
financial and risk management and internal control. Fundamental to achieving this is the 
implementation of key governance responsibilities, which I have assessed as follows: 


No. 

Matter 

Y 

N 

Clea 

time 

r trail of supporting documentation that is easily available and provided in a 

V manner 

1. 

No significant difficulties were experienced during the audit concerning delays or the 
availability of requested information. 


X 

Qua 

itv of financial statements and related management information 

2. 

The financial statements were not subject to any material amendments resulting from the 
audit. 


X 

3. 

The annual report was submitted for consideration prior to the tablinq of the auditor's report 


X 

Timeliness of financial statements and management information 

4. 

The annual financial statements were submitted for auditing as per the legislated deadlines 
in section 126 of the MFMA. 


X 

Availabilitv of kev officials during audit 

5. I 

Kev officials were available throuqhout the audit process. 



Development and compliance with risk management, effective internal control and 
oovernance oractices 

6. 

Audit committee 




• The municipality had an audit committee in operation throughout the financial year. 


X 


• The audit committee operates in accordance with approved, written terms of reference. 


X 


• The audit committee substantially fulfilled its responsibilities for the year, as set out in 
section 166(2) of the MFMA. 


X 

7. 

Internal audit 




• The municipality had an internal audit funcUon in operation throughout the financial 
year. 

X 



• The internal audit function operates in terms of an approved internal audit plan. 

X 



• The interna! audit function substantially fulfilled its responsibilities for the year, as set 
out In section 165(2) of the MFMA. 


X 

8. 

There are no significant deficiencies in the design and implementation of internal control in 
respect of financial and risk management. 


X 

9. 

There are no significant deficiencies in the design and implementation of internal control in 
respect of compliance with applicable laws and requiations. 


X 

10. 

The information systems were appropriate to facilitate the preparation of the financial 
statements. 

X 


11. 

A risk assessment was conducted on a regular basis and a risk management strategy, 
which includes a fraud prevention plan, is documented and used as set out in section 
62(1)(c)(i) of the MFMA. 


X 

12. 

Powers and duties have been assigned, as set out in section 79 of the MFMA. 

X 
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No. 

Matter 

wm 

N 

FoI!ow-ud of audit findings 

13. 

ThR prior v^ar ai irtit finrlinqs have been substantially addressed 


IHI 

Issues relating to the reporting of performance information 

14. 

The information systems were appropriate to facilitate the preparation of a performance 
report that is accurate and complete. 


X 

15. 

Adequate control processes and procedures are designed and implemented to ensure the 
accuracy and completeness of reported performance information. 


X 

16. 

A strategic plan was prepared and approved for the financial year under review for 
purposes of monitoring the performance in relation to the budget and delivery by //Khara 

Hais Local Municipality against its mandate, predetermined objectives, outputs, indicators 
and targets as per section 68 of the MFMA. 


X 

17. 

There is a functioning performance management system and performance bonuses are 
oniv paid after proper assessment and approval by those charged with governance. 


X 


Overall reflections on the governance framevi/ork based on other key governance 

requirements 

38. The entity does not have individuals competent in financial reporting and related matters as 
the services of a consultant were needed for the compilation of the financial statements. 

39. The accounting officer did not exercise his oversight responsibility over financial reporting 
and internal control. 

40. Monitoring by senior management did not take place regularly or timeously to prevent and 
detect errors and non-compliance vwth internal policies and procedures. 

41 . Monitoring by senior management did not take place regularly and timeously during the 
financial system conversion which also included the conversion to GRAP. 

42. The late responses from management on certain communications of audit findings issued 
during the audit as well as the correction of errors in the financial statements before the set 
due date of 30 November 2009 further complicated the audit. 

43. The financial statements were subject to material corrections resulting from the audit 
process which are attributable to the weaknesses in the design and implementation of 
internal control in respect of financial management, response to identified risks and 
weaknesses in information systems and lack of skills in financial reporting. 

44. The final draft of the annual report was not finalised and submitted to my office during the 
time of my audit. 

45. The municipality did not have a functioning audit committee during the current financial 
year. 

46. A formal risk assessment has not been conducted during the current and prior financial year 
and no risk strategies, including a fraud prevention plan, are in place to address the financial 
and operational risks faced by the municipality. 

47. The internal controls regarding performance management are not effective, efficient and 
transparent to ensure that strategic objectives and targets are aligned to the priorities and 
that actual performance is accurately measured and reported on. Policies and procedures 
with regard to reporting performance against predetermined objectives have not been 
established. 

48. No performance management system was implemented during the current financial year. 
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REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

Report on performance information 

49. 1 was engaged to review the performance information. 

The accounting officer’s responsibility for the performance information 

50. in terms of section 121{3)(c) of the MFMA, the annual report of a municipality must include 
the annual performance report of the municipality prepared by the municipality in terms of 
section section 46 of the Local Government: Municipal Systems Act, 2000 (Act No. 32 of 
2000) (MSA). 

The Auditor-General’s responsibility 

51 . 1 conducted my engagement in accordance with section 1 3 of the PAA read with General 
Notice 616 of 2008, issued in Government Gazette No. 31057 of 15 May 2008 and section 
45 of the MSA. 

52. In terms of the foregoing my engagement included performing procedures of an audit nature 
to obtain sufficient appropriate audit evidence about the performance information and 
related systems, processes and procedures. The procedures selected depend on the 
auditor’s judgement. 

53. 1 believe that the evidence I have obtained is sufficient and appropriate to provide a basis 
for the findings reported below. 

Findings on performance information 

Non-compliance with regulatory requirements 

No reporting of performance information 

54. The annual report of //Khara Hais Local Municipality did not include the annual performance 
report of the municipality prepared by the municipality in terms of section 46 of the MSA, as 
required by section 1 21 (3)(c) of the MFMA and as a result I could not verify the reliability 
and consistency of performance information. 

Content of integrated development plan 

55. The key performance indicators set by the //Khara Hais Local Municipality did not include 
any general key performance indicators applicable to the municipality, as prescribed in 
terms of section 43(1 } of the MSA. 

No performance targets included in the integrated development plan 

56. No performance targets were set for performance indicators in the I DP. Due to no 
performance targets set, the requirements of section 44 of the MSA were also not met, 
which require that a municipality, in manner determined by its council, must make known, 
both internally and to the general public, the key performance indicators and performance 
targets set by it for purposes for its performance management system. 
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Review of the integrated development plan by the council 

57. Paragraph 34(a) of the MSA requires a municipal council to annually review and 
amendment the integrated development plan of the municipality. Proof that this was done by 
the council could not be submitted for audit purposes. 

Existence and functioning of a performance audit committee 

58. The //Khara Hais Local Municipality did not appoint and budget for a performance audit 
committee, nor was another audit committee utilised as the performance audit committee, 
as required by regulation 14(2) of the Municipal Planning and Performance Management 
Regulations, 2001. 

internal auditing of performance measurements 

59. The //Khara Hais Local Municipality did not develop and implement mechanisms, systems 
and processes for auditing the results of performance measurement as part of its internal 
audit processes, as required in terms of section 45 of the MSA. 

Lack of adoption or implementation of a performance management system 

60. The municipality did not implement a performance management system as required by 
section 38 of the MSA. Furthermore, the municipality did not adopt a framework that 
describes and represents how the municipality’s cycle and processes of performance 
planning, monitoring, measurement, review, reporting and improvement will be conducted, 
organised and managed, including determining the roles of the different role players, as 
required in terms of regulations 7 and 8 of the municipal Planning and Performance 
Management Regulations, 2001. 

APPRECIATION 

61 . The assistance rendered by the staff of the //Khara Hais Local Municipality during the audit 
Is sincerely appreciated. 




Kimberley 
01 February 2010 



AUDITOR'GENERAL 
SOUTH AFRICA 

Auc/(‘f/ng lo build public confic/ence 
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